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Supporting a Thriving Economy through Tax Reform in 2025

Chair Warren, Ranking Member Kennedy, members of the committee, thank you for
inviting me to testify today. My name is Kitty Richards, and I'm a Senior Fellow at the
Groundwork Collaborative, an economic policy think tank based in Washington, D.C. | am
grateful to the Committee for holding this hearing about the macroeconomic impacts of
tax reform in 2025.

To support a thriving economy, tax reform must do three things:

First, it must raise substantial new revenue, well above the revenue lost to the failed
2017 Tax Cuts and Jobs Act, to support a 21st-century government that can restore a
strong, secure middle class, tackle the existential threat of climate change, and ensure
that every American can participate in the economy and reach their full potential.

Second, it must directly redress the skyrocketing income and wealth inequality that
has characterized the past 50 years of the American economic experience, with special
attention to the persistent racial and gender disparities in wages, wealth, and opportunity
that hold our economy back.

Third, it must rebalance economic power away from the wealthy and corporations;
putting a brake on extractive practices at the high end that weaken economic
performance while enriching shareholders, executives, and highly-compensated
professionals at the expense of everyone else; and enhancing the economic power and
participation of low- and middle-income workers, especially those who currently provide
the more than $1 trillion' in unpaid care work each year that allows all other work to
happen.

When tax cuts starve the government, workers, families, and economic performance
suffer.

Tax cuts enacted during the Bush and Trump administrations have continually diminished
government revenues. As a result, the federal tax system went from raising 20 percent of
GDP in revenue in the year 2000 to producing only 16.5 percent of GDP in revenue in
2023, falling trillions of dollars short of what could have been collected otherwise.? Had
we simply allowed the Bush tax cuts to expire in 2013 and not enacted the 2017 tax cuts,
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revenue would have been sufficient to ensure stable funding for existing services
indefinitely, even with the aging of the population and growth in health care costs.?

America has enormous economic opportunities and significant economic challenges, that
all require government investment in infrastructure, human capital, and family economic
security to meet.* The Biden-Harris administration has made significant strides but there
is much more that needs to be done, and an ever smaller amount of revenue to meet
these needs.

When we short-change government programs in favor of tax cuts for the wealthy and
corporations, we lose out on the huge economic benefits many of these programs
provide. Public spending expanding the Child Tax Credit would reduce poverty and
deliver benefits nearly ten times greater than the cost.”> Expanding the EITC to younger
adults and those without children decreases housing hardships and food insecurity and
ensures more adults are able to pay their monthly bills and participate in the workforce.®
Across the country, families are unable to access affordable child care, elder care, and
care for family members with disabilities. According to a 2021 report from the National
Women's Law Center, access to child care alone could boost a mother of two's lifetime
earnings by approximately $97,000.” Investing in education and workforce development is
crucial for building a stronger workforce and driving economic growth. These investments
in workers, especially young workers, equip them with the knowledge and skills
necessary to succeed in the labor market, ensure economic prosperity is more widely
shared, and enhance productivity in the economy.? A California study found for every $1
invested in public health, up to $88 is returned in benefits to society .° Investments in
health care would not only improve overall health and well-being, but they also alleviate
financial hardships for families and increase productivity in our broader economy.” And
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it's important to note that investments in workers and spending that supports labor supply
help reduce inflation."”

We also cannot talk about long-run economic performance without tackling climate
change. Investing in clean energy helps mitigate the impact of climate change in the long
run and grows our economy right now. In 2023, the clean energy sector accounted for
10% of growth in global GDP."

Tax policy can bolster economic performance by fighting America’s skyrocketing
inequality, which harms economic performance in multiple ways

The past 50 years of American economic history have been characterized by
skyrocketing inequality. Income inequality rose dramatically from 1979 to 2000" in the
wake of financial deregulation,' anti-unionization efforts,™ significant drops in tax rates
on high incomes, and other economic changes that allowed and incentivized income
extraction by those at the very top. This trend has continued in this century, with data
released by the Congressional Budget Office (CBO) just this month showing that the
average income for the top 1% of households is now 42 times greater than the average
income for the bottom 90% of households—the biggest gap since the data have been
collected™. Wealth inequality is even starker, as income inequality and the growth of
pre-existing wealth compound year after year. The top 0.1% of American households now
hold 13.6% ($20.66 trillion) of the nation's total wealth, according to data collected by the
Federal Reserve. In contrast, in 1989, this group's share was 8.5%." Inequality is even
more pronounced among different racial and ethnic groups® and significantly higher in
the US than in peer nations.

This inequality is not just profoundly unfair, and damaging to the welfare of the large
majority of Americans who have been left behind, it also has a negative impact on
economic growth through multiple channels. As Heather Boushey, co-founder of the
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Washington Center for Equitable Growth and current Member of the Council of Economic
Advisors explains, inequality harms growth by:"

“- Obstructing the supply of people and ideas into our economy and limiting
opportunity for those not already at the top, which slows productivity growth over
time.

- Subverting the institutions that manage the market, making our political system
ineffective and our labor markets dysfunctional

- Distorting demand through its effects on consumption and investment, which
both drags down and destabilizes short- and long-term growth in economic
output”

One major mechanism, explored by researchers at the OECD, is the way in which
inequality hampers human capital growth for those at the bottom of the income
distribution, preventing large swaths of the population from reaching their potential and
contributing fully to the economy.?® Racial and gender discrimination and inequity also
have significant economy-wide costs mediated through earnings inequality.?’

In addition to the many ways in which inequality dampens the supply of workers and
capital to the economy, recent research has shed light on the way that growing inequality
can lead to long-run stagnation in aggregate demand.

Close to 70% of aggregate demand is driven by consumer spending??, but the consumers
most likely to spend—those in the lower- and middle quintiles—have lost ground to those
with the very highest incomes who are least likely to spend. A recent analysis by the
Economic Policy Institute finds that between 1979 and 2018, income inequality reduced
growth in aggregate demand by about 1.5% of GDP.? This lack of demand has spurred a
corresponding lack of investment, with firms sitting on record-high levels of cash—even
before the pandemic.?* The best incentive for a firm to invest is the opportunity to sell its
product to eager customers. Income inequality’s distortionary effect on consumer
demand can also drive up inflation, including, paradoxically, causing lower-income
households to face higher rates of inflation as companies invest more of their resources
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into competing for the dollars of the wealthy few at the expense of innovation and
competition in cheaper product categories.”®

An economy that grows from the bottom up and the middle out is a strong, resilient
economy. Tax reform must turn back the tide of inequality.

The tax code should support workers and families, and discourage
extractive activity by corporations and the wealthy

There is a growing body of literature exploring the many ways in which our tax system
shapes economic outcomes through mechanisms beyond redistribution. When we tax
income from wealth at lower rates than income from work, give outsized tax breaks to
powerful multinational corporations, or support the most damaging practices of private
equity firms, we distort the allocation of resources and encourage unproductive,
extractive behavior, creating worse outcomes for families and the macroeconomy as a
whole. Because many of these issues are highly specific, | cover the evidence in more
detail below, tied to specific tax reforms.

Restore the Corporate Tax

Since the TCJA cut the maximum statutory corporate income tax rate from 35 percent to
21 percent, the United States' top corporate rate, including state corporate taxes, has
dropped to below that of all other G7 countries except the United Kingdom. More
importantly, because of the many ways in which U.S. corporations can avoid paying tax,
we raise less revenue from our corporations as a share of the economy than almost any
other country in the OECD. In fact, at 1.6 percent of GDP, our corporate tax revenues are
only half of the OECD average of 3.2 percent of GDP.?® This despite the fact that the
United States has the most profitable corporate sector in the world.?”

But the real story is even worse. According to the Congressional Budget Office, corporate
revenues as a share of GDP are set to fall to 1.2 percent of GDP in the coming decade.?®

The corporate profits tax is one of the most progressive tax instruments we have, and
reducing corporate revenues thus increases income and wealth inequality. The vast
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majority of the benefit of cuts in the corporate tax flow to wealthy shareholders, including
17 percent to foreign shareholders, and the remainder accrues largely to high-income
corporate executives and managers.?°

This is exactly what we saw in the wake of the TCJA. Outlandish promises of booming
business investment leading to $4,000 per year wage increases for typical workers never
came true. Instead, numerous studies®*® have shown that the TCJA's corporate cuts did not
spur additional investment that trickled down to workers, but instead spurred massive
dividends and stock buybacks.

In fact, economic performance may actually have been hindered by cuts to the corporate
tax rate. In a world of perfect competition, corporate taxes theoretically reduce the
amount of productive investment in the economy, reducing economic growth and
performance in the long run. Empirical evidence has never provided much support for this
theory, and more modern techniques show that the old theories may have things exactly
backwards. This is because markets are increasingly dominated by powerful firms whose
profits are primarily economic rents, not the returns to productive activity. When these
powerful firms are able to pay ever-higher returns to shareholders, they drive up the cost
of capital for other, more productive firms, lowering investment, growth, employment and
wages. This was exactly what the TCJA's corporate tax rate cuts did, according to a study
by the Institute for Macroeconomic and Policy Analysis at American University, which is
able to account for market rents and their effect on equity prices in their macroeconomic
model.*’

If policymakers wish to enhance macroeconomic performance, they should restore the
corporate tax to a major source of progressive revenue for the U.S. Government, and
ensure that it functions as a brake on corporate power and profiteering, not an accelerant.
This can be accomplished by raising the corporate tax rate, including raising it back to 35
percent for the most profitable corporations, closing corporate loopholes, and eliminating
current preferences for foreign-source income.

The U.S. should also move swiftly to follow Europe’s lead to implement a system of
international taxation that is compliant with the OECD global minimum tax agreement.*?
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This will increase U.S. tax revenues and prevent corporations from forcing a global
race-to-the-bottom in corporate taxation.

Restore tax rates on the highest incomes

Both the Bush and Trump Administration tax cuts, and the Obama-era partial extension of
the Bush tax cuts, were incredibly skewed to the rich, and top income tax rates have fallen
repeatedly and dramatically over the past 60 years.

These rate cuts were often sold as good for the economy based on trickle-down theories,
but multiple studies have concluded that lower tax rates on the rich do not stoke
economic growth. In fact, the highest periods of growth in incomes for most Americans
have coincided with higher tax rates on the highest earners*® In addition to funding key
government services and battling distortionary inequality, higher tax rates on the rich can
discourage unproductive rent-seeking behaviors by high-income workers, leaving more
compensation on the table for lower-income workers to share and encouraging a
more-productive distribution of resources.**

Simply allowing the top income tax rates to revert back to their pre-TCJA levels will not go
far enough, and it is important to reform the many special tax breaks that high-income
households disproportionately benefit from. Additionally, reforms geared to changing the
taxation of capital income are urgently needed.

Tax wealth like work

Under the current individual income tax, the highest-income Americans often pay a much
lower share of their income in taxes than working people.*® This is primarily due to a
combination of three factors: preferential tax rates on capital income, our failure to tax
capital income when it accrues, and the stepped-up-basis loophole that compounds this
problem by allowing income on assets held until death to go untaxed permanently.

While tax preferences for capital gains and dividends were supposed to increase
economic activity by increasing savings and investment, the empirical evidence for this
theory is weak. Aggregate savings in the economy is much more readily affected by
government savings or dissavings than by attenuated tax incentives, and household
savings rates, especially at the top where most savings accrue, are markedly
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nonresponsive to changes in the after-tax return.*® Nor do tax breaks on capital income
increase corporate investment in capital or workers.*” What these tax preferences do is
supercharge inequality, as low-taxed income from wealth compounds year after year.

As such, increases in individual income tax rates on dividends and capital gains have the
power to reduce income and wealth inequality over time, and raise substantial revenue,
without negatively affecting economic growth. In fact, a reduction in the after-tax return
on equity may allow firms to access financing more cheaply, an effect which can lead
increased capital gains and dividends taxes to be mildly expansionary in the long run.®

Truly taxing income from wealth on par with income from work requires not just
increasing the tax rate on capital gains and dividends, but ensuring that capital gains
income is taxed as it accrues, not only when it is “realized” for tax purposes through sale,
transfer, or other event. There are a number of proposals for taxing so-called “unrealized
gains,” and for administrative and other reasons they tend to focus on only the wealthy,
and have provisions for dealing with illiquid and difficult-to-value assets.

The Biden Administration budget proposal, for example, applies the top ordinary income
tax rate to realized capital gains, but also includes the Billionaire Minimum Income Tax,
which would ensure that taxpayers with more than $100 million in assets pay a minimum
of 25 percent of their income in taxes, using an expanded definition of income that
includes unrealized capital gains.® It should be noted that this expanded definition of
income, often referred to as "economic income," is not new. Rather, it is the textbook
definition that has been used by economists for decades.*°

Senate Finance Committee Chair Ron Wyden released a plan in 2019, introduced as
legislation during this Congress with the support of members of this panel, to tax capital
gains at the same rate as ordinary income with “anti-deferral accounting rules"” for
ultra-wealthy taxpayers, requiring that they pay tax immediately on gains on tradable
property like securities (so-called “mark-to-market” accounting), and pay a deferral
charge upon the realization of untaxed gains on other assets.*
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The realization requirement allows massive tax avoidance and game-playing by the
ultra-wealthy. For the very wealthiest Americans—such as the 800 or so billionaires who
collectively hold more wealth than the bottom 50% of all US households—the current
federal income tax system is effectively voluntary.*? As a group of 219 economists and
law professors wrote to Senate leaders in 2021, “scholars estimate that over
three-quarters of the investment income of ultra-wealthy taxpayers fully and permanently
escapes the existing income tax.”** Many multibillionaires including Jeff Bezos, Elon
Musk, George Soros, Warren Buffett, Michael Bloomberg and Carl Icahn each paid zero
federal income taxes in recent years, despite having extraordinarily high economic
incomes.** The non-taxation of unrealized capital gains is a huge part of this story.

The very wealthy do not have to sell their assets to access cash for consumption or new
investments. Instead, they take out special bespoke loans with below-market interest
rates using their assets as collateral.** One high-profile example from the real world
involved Elon Musk's 2022 purchase of Twitter, which he sought to finance using a $12.5
billion margin loan“® against his Tesla stock in order to use those assets like cash, without
actually cashing them in and paying taxes on the sale. Similarly, Oracle CEO Larry Ellison
has a personal credit line secured with 300 million shares of Oracle stock, worth roughly
$45 billion.*’

This is not just a problem for revenue. As conservative scholars at the American
Enterprise Institute note in their defense of the taxation of unrealized gains: “A realization
requirement is undesirable because a realization-based tax system is economically
incoherent... it creates economic distortions, such as an incentive to hold on to assets that
have gone up in value, as well as unfairness, as equally well-off individuals are taxed
differently based on when they buy and sell..."*® This incentive to hold assets that have
gone up in value is known as “lock-in,” and it reduces economic performance by keeping
investment dollars stuck in lower-return assets, and entrepreneurs inefficiently managing
large firms rather than creating new, high-value start-ups.*®* When coupled with the
stepped-up basis, this effect also encourages the elderly to inefficiently hold on to assets,
including housing, that they no longer make use of.
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Another key piece of the puzzle is estate, gift, and inheritance taxes. Despite the claims of
the faux-populist movement of the 1990s and 2000s, inheritances are an extreme source
of inequality. According to data from the Federal Reserve, analyzed by the Washington
Post®°, by age 74, 60 percent of Americans have not received any inheritance at all. For
those in the bottom half of the income distribution, the share never having received zero
inheritance by age 74 is over 80 percent, and the same is true for Black and Hispanic
respondents. For the lucky Americans who do receive an inheritance, the average value
by age 74 is $344,000, but this includes the small number of Americans who receive
inheritances in the millions, or even billions, of dollars.® Under our current tax system,
people who inherit money rather than earning it are not subject to income taxes on these
amounts, and thanks to serial cuts beginning in the Bush Administration and growing
dramatically under the TCJA, the federal estate tax, levied at the donor level, affects a
vanishingly small share of estates and fails to significantly redress the profound
concentration of intergenerational wealth in the United States.>?

Invest in Families through Expansions of the Earned Income Tax Credit and the
Child Tax Credit

In the American Rescue Plan, Congress made the Child Tax Credit (CTC) fully refundable,
so the poorest families were able to finally qualify for the benefit. Additionally, they
increased the payment from $2000 to $3,600 and allowed families to receive payments
monthly. Expanding the CTC, caused child poverty to fall to historic lows®® and pulled
approximately 3 million>* children out of poverty in 2021.

The extended Child Tax Credit expired at the end of 2021. If the CTC expansion had been
made permanent, child poverty would have remained at historic lows rather than
experiencing its largest spike in 50 years.>® Children from low-income households across
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all racial and ethnic backgrounds would earn 7 to 12 percent higher annual incomes by
age 30, which translates to an extra $2,000 to $3,400.°°

The Earned Income Tax Credit has also been a powerful tool for reducing poverty and
supporting the labor force participation of low-wage workers, especially women with
children.® Expanding the EITC to cover younger and older workers and provide a larger
wage subsidy to workers without children in the home would enhance these effects.%®
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The Honorable Charles Schumer
Majority Leader

S-221, The Capitol

Washington, D.C. 20510

The Honorable Mike Johnson
Speaker

H-232, The Capitol
Washington, D.C. 20515

May 21, 2024

The Honorable Mitch McConnell
Minority Leader

S—230, The Capitol

Washington, D.C. 20510

The Honorable Hakeem Jeffries
Minority Leader

H-204, The Capitol
Washington, D.C. 20515

The Honorable Ron Wyden

Chair, Senate Finance Committee
219 Dirksen Senate Office Building
Washington, D.C. 20510

The Honorable Mike Crapo

Ranking Member, Senate Finance Committee
219 Dirksen Senate Office Building
Washington, D.C. 20510

The Honorable Richard Neal

Ranking Member, Committee on Ways and Means
1139 Longworth House Office Building
Washington, D.C. 20515

The Honorable Jason Smith

Chair, Committee on Ways and Means
1139 Longworth House Office Building
Washington, D.C. 20515

Dear Majority Leader Schumer, Minority Leader McConnell, Speaker Johnson, Minority Leader Jeffties,
Chair Wyden, Ranking Member Crapo, Chair Smith, and Ranking Member Neal:

In 2025, we urge you to enact true pro-growth tax reform that supports public investments, brings good
jobs back from overseas, combats harmful concentrations of economic power, reduces poverty and racial
disparities, improves health, and directly mitigates the economic risks of climate change and an
unsustainable fiscal trajectory.

The pre-2017 tax code was deeply flawed: it did not generate enough revenue to support pro-growth
investments and fiscal responsibility; it reinforced economic, gender, and racial disparities; and it asked
too little of the very wealthy and large corporations. In 2017, President Donald Trump and congressional
Republicans pushed through a tax bill that made those problems worse. Over the unanimous opposition of
congressional Democrats and against the wishes of the majority of the public, the Trump tax bill — the Tax
Cuts and Jobs Act (TCJA) — made massive and permanent cuts to corporate taxes and temporary cuts to
individual and estate taxes that have largely benefitted the wealthy and eroded tax revenues even further.

At the end of 2025, several provisions of the Trump tax law will expire. We urge you to use the
expiration of these provisions as an opportunity to address long-standing problems with our tax
code, not just to tinker around the edges. Congress should pursue reforms — including corporate tax
reforms — that stem the decades-long tide of tax cuts for the rich and corporations that have undermined
fairness, eroded revenues needed for pro-growth investments, and stifled economic opportunity.

Specifically, we believe that any 2025 tax reform effort must, at a minimum, achieve three concrete goals:



e Make the tax code more fair by asking high-income households (those who take home more than
$400,000), the extremely wealthy, large profitable corporations, and Wall Street to pay a greater
share of their income in taxes than if each of the expiring TCJA provisions were simply allowed
to expire, while also restoring essential supports for children and families with low or moderate
income or wealth and families who’ve experienced discrimination.

e Raise more revenue than would be generated by letting all of the temporary TCJA provisions
sunset, so that we can support much-needed investments in everyday Americans; make good on
our commitments to our seniors, families, and historically underfunded communities; and reduce
our fiscal risks.

e Support greater and more inclusive economic growth by providing more financial security and
opportunities for typical Americans, narrowing racial wealth gaps by boosting economic mobility,
and disincentivizing economically harmful conduct by large corporations.

To begin, the latest analysis confirms that the Trump tax bill was a failure on its own terms. The
Trump Administration claimed that the TCJA’s corporate tax cuts would lead to significantly higher
wages for typical workers, but in reality, workers who earned less than $114,000 — the overwhelming
majority of Americans — did not experience any increase in earnings from the TCJA while the
compensation of top corporate executives skyrocketed. TCJA supporters also claimed the tax cuts would

“pay for themselves,” but instead the Congressional Budget Office projects that they will increase deficits

by nearly $2 trillion over a 10-year period.

The Trump tax bill was a large and costly mistake, and the expiration of many of its key provisions
presents an opportunity for Congress to do better for the American people in 2025. The 2025 reform
effort should accomplish three goals:

First, any 2025 tax reform effort must require the rich and large corporations to begin paying their
fair share—meaning they pay a higher effective tax rate than they would have had the TCJA not
been enacted—while also restoring essential support for children and families with low or moderate
income or wealth and families who’ve experienced discrimination.

Over the last sixty vears, the very richest Americans have lobbied for and received a dramatic reduction in
their tax rates. The richest Americans today pay a far lower average tax rate than they did in decades past.
A tax code that allows many wealthy individuals to pay a lower proportion of their income in tax than
teachers or firefighters is fundamentally unfair.

Tax reform must result in a more progressive tax code that asks higher-income and higher-wealth
households, corporations, and Wall Street to pay a greater share of their income in tax than they would in
the absence of the TCJA. It must ensure that Wall Street and other highly profitable firms cannot
masquerade as mom-and-pop small businesses to lower their taxes. Reform must also ensure that large
firms cannot exploit the tax code to stifle competition and shift their profits, investments, and American
jobs offshore. Finally, fairness means putting more money in the pockets of low-income and middle-class
people—including through expanding tax credits—and not extending tax cuts or restoring tax breaks for
those making over $400,000 per year.

Second, any 2025 tax reform must raise more revenue than would be generated by letting all of the
temporary TCJA provisions sunset, so that we can support much-needed investments in everyday
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Americans; make good on our commitments to our seniors, families, and historically underfunded
communities; and reduce our fiscal risks.

Revenues have been repeatedly eroded by rounds of tax cuts under the Bush and Trump administrations.
These cuts produced a tax code that generated just 16.5 percent of GDP in revenue in 2023, trillions of

dollars lower than what would have been generated otherwise. Were it not for the Bush tax cuts and the
Trump tax cuts, the national debt, as a percent of GDP, would also be on a permanent downward

trajectory today.

We need a tax code that generates sufficient revenue to fund our national priorities while appropriately
reducing fiscal risks. The pre-TCJA tax code was expected to generate roughly 18 percent of GDP, but
even that level is ultimately below what is needed to ensure adequate investments in our children, reduce
poverty, address racial and gender disparities, fulfill our commitments to America’s seniors, veterans, and
people with disabilities—and support our continued growth and prosperity as a country. That is why the
2025 tax reform must generate substantially more revenue than simply letting all of the temporary
provisions in the TCJA expire.

Third, any 2025 tax reform effort should lead to greater, more sustainable, and more inclusive
economic growth by providing more financial security and opportunities for typical Americans,
narrowing racial wealth gaps by boosting economic mobility, and disincentivizing economically
harmful conduct by large corporations.

The Trump tax cuts relied on the economic argument that huge tax cuts for the rich and large corporations
would trickle down to the typical American or produce a boom in economic growth. That trickle-down
approach has unequivocally failed. Tax reform must reflect that America’s economy grows fastest from
the bottom up and middle out, and that growth should not leave anyone behind.

True pro-growth tax reform next year must support public investments, combat harmful concentrations of
economic power and the racial wealth gap, reduce poverty and racial and gender disparities, and directly
mitigate the economic risks of climate change and an unsustainable fiscal trajectory. This strengthens our
economy and expands opportunity for all.

Under the Biden Administration, we have seen that investments in everyday people are the real key to
economic growth. Policies like investing in a robust care infrastructure facilitate economic growth as

more workers — and women in particular — fully participate in the labor force and care workers see
increases in pay and job quality. Expanding the Child Tax Credit plays a critical role in reducing family
poverty, while climate investments build a more sustainable energy system that strengthens supply chains
and cuts costs for families.

The tax code is one of our most powerful tools to shape the economy. For too long, it has been slanted
towards the wealthy and large corporations, and the economy and our country have suffered as a result.
The expiration of key provisions of the Trump tax bill in 2025 is a rare opportunity to correct the mistakes
of the past, address long-standing problems with our tax code, and help produce an economy that works
for all Americans.

Sincerely,
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